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Abstract 
The financial crisis effects have left their mark on the area of internal audit, but the attention on the responsibility that internal 
auditors could have in preventing the onset of such a crisis is quite low. Audit plays a vital role in the entities functioning by 
contributing to economic credibility. In this paper we have presented the role and objectives of internal audit, the organization and 
activity of internal audit in local government in Romania, the outsourced system and how it helped in preventing and /or managing 
the economic downturn.  
© 2013 The Authors. Published by Elsevier B.V. 
Selection and peer-review under responsibility of Faculty of Economic Sciences, Lucian Blaga University of Sibiu. 
Keywords : internal public audit, economic crisis, public administration, outsourcing. 
1. Introduction : Internal public audit in the financial crisis context 
The global financial and economic crisis we face requires deep reflection and appropriate behavior regarding the 
creation and use of public funds. Collecting and efficient use of public funds is a prerequisite for sustainable 
development and for economic and financial reform success. Budgetary funds allocated to public entities are not so 
comfortable to allow them spent without any restrictions. This should be a call to reflection and to identify the most 
appropriate ways of using available resources without the need to escape from development and performance. A 
significant contribution to protecting the financial resources, and the management and use of financial resources of 
the state and the public sector is public audit. Audit, in all forms of manifestation, represent a range of processes and 
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mechanisms designed to ensure that planning, budget implementation, resource use etc.. comply with country laws, 
pursue the objectives defined by Parliament and Government and linked to real world operations of 
approvedprograms. 
According to the Rules of Internal Audit, the audit is "Internal audit is an independent and objective assurance that 
gives an entity in terms of the degree of control over the operations, guides to improve its operations and contribute 
to adding value." (Decision 88/2007) International Standards on Auditing issued by IFAC (ISA 610) define internal 
audit function as a "An appraisal activity established or provided as a service to the entity. Its functions include,  
amongst other things, examining, evaluating and monitoring the adequacy and effectiveness of internal control." 
(IFAC 2009, ISA 610, paragraph 7, letter a ). 
 In the national legislation, the internal audit is defined as "functionally independent and objective activity that 
gives assurance and management advice for the proper administration of public revenues and expenditures, improving 
the activities of public entities in order to achive the goals through a systematic and methodical approach, which 
evaluates and improves the efficiency and effectiveness of the management system based on risk management, control 
and governance processes. " (Law 672/2002, Article 2, letter a ).  
The role of internal audit in the public entities has increased dramatically in the last two decades due to the 
increasing complexity of activities performed in this environment that is subjected to rapid change. Its existence is 
justified by the added value that is obtained by reducing or even eliminating risks within the entities.           
As one of the important tools for improving internal control, internal audit is a structure that supports the efforts of 
the entity to achieve its objectives. It contributes to the discovery of items which have special importance in the 
performance of the entity, analyzing strengths and weaknesses considering how leadership, culture operation, threats 
and opportunities may affect the achievement of objectives. Decisive role in implementing performance 
measurement systems is the responsibility of the public managers, but the support of the implementation and feed-
back, returns to auditors. 
For audit function to be effective, it is vital that audit structures are independent, a requirement imposed by the 
Lima Declaration (Lima Declaration of Guidelines on Auditing public finances, developed by INTOSAI and adopted 
at the Ninth Congress of the organization, held in Lima, Chile, in 1977. Available at 
http://www.ccrm.md/file/lima/LIMAro.pdf). This means that internal auditors should be reported to a higher authority 
level, as top management.           
In the international literature, specialized in the field, and according to studies conducted by 
PricewaterhouseCoopers before spreading financial crisis events, it is specified that the period was characterized by 
increasing internal audit's role in risk management process.  
Analyzing, in terms of internal audit, potential causes of global economic crisis to the generation of negative 
phenomena could have been the following reasons: 
 Internal auditors do not meet internal audit and did not ensure compliance with these standards, management is 
equally disinterested in this regard; 
 The auditors submitted reports to management regarding potential risks that could threaten the normal course of 
business, but failed to timely identify deficiencies in the functioning of the risk management process; 
 Reporting the results of the evaluation of management risk was not carried out by the auditors to the management; 
 Management and Audit Committee could ignore reports of internal auditors, not granting them the real importance. 
Financial crisis, characterized by some experts as unprecedented, had a significant impact on the development of 
several areas, one of them being and internal audit. Thus, the new version of the Internal Audit Standards, adopted by 
the Institute of Internal Auditors, revised in 2008 and applied in 2009 shows some changes of substance, which are 
meant to enhance the role and contribution of internal audit in monitoring, evaluating and reporting on the 
effectiveness with which risk management is carried out. 
The objectives of the internal audit function has been established by Directive ( www.theiia.org) internal audit 
responsibilities, issued by the Institute of Internal Auditors (IIA), as follows: 
 verifying the reliability and integrity of financial and operating information, and the tools used to identify, quantify, 
classify and report such information; 
 checking systems in place to ensure compliance with those policies, plans, procedures, laws, rules and contracts 
that could have a significant impact on operations and entity reports, and determining the organization's compliance 
with all legal and contractual provisions; 
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 verification tools and asset protection, verifying the existence of such assets; 
 assess the economy and efficiency with which resources are used by the entity; 
 checking operations or programs to determine whether results are consistent with established objectives and goals 
and whether the operations or programs are proceeding according to plan. 
Internal auditors have wider and more diverse objectives than external auditors, which gives internal auditors more 
flexibility in terms of internal audit 
areas that need to be audited according to the needs of decision and specific reporting needs. (www.theiia.org) 
2. Internal audit activity in outsourced system developed at the local government level in Romania 
The overall objective of this paper is to present an assessment of the organization and activity of internal audit in 
public entities in Romania in outsourced system and how it helped in preventing and / or managing the economic 
downturn.         
Based on these considerations and on the powers of the Court of Accounts it has been analyzed the organization 
and performance of the internal audit function in local government.   
The actions taken by the Court highlighted a number of issues that presented the character of interpreter of legal 
regulations or the different practice in using resources because of the lack of consistent regulatory proceedings within 
the similar structures.       
According to a report by the Court of Auditors, internal audit activity in 2009 was held in all public entities of 
central government, that is operating at 100%, according to assessments by the Central Harmonization Unit of public 
Internal Audit (CHUPIA) at the local government level, especially in rural areas, the internal audit function was poorly 
represented, being operational only 42%. (www.rcc.ro Report on the internal audit in the outsourcing done on the 
local public administrations) 
According to the work the Court performed, it was found that public managers, especially for small administrative 
units, have identified some solutions outside the legal regulations, such as: 
           a) internal audit activity by outsourcing the service contract; 
           b) internal audit activity through part-time employment contracts. 
Given that this form of internal audit was mentioned by international standards (ISA 610, INTOSAI GOV 9140 
and 9150), since 2005 it has been practiced  this public internal audit activity by outsourcing the administrative-
territorial units of communes.       
According to UCAPI reports, it was found that by early 2012 the internal audit was carried out on the basis of 
service contracts in local government entities in approximately 80% of counties. 
2.1.  
The Court of Accounts conducted a study regarding the quality system audits performed in outsourced. In order to 
assess the application and enforcement of the regulatory framework and standards applicable in the field, it was made 
a checklist containing the minimum elements that must be included in the internal audit reports to meet the 
requirements and procedures. 
 
0-35 points - NS (unsatisfactory) 
36-60 points - S (satisfactory) 
61-80 points - B (good) 
81-100 points - FB (very good). 
 
NS = not met the minimum conditions for making a report to the standards; 
S = partially met the minimum requirements, but require substantial improvements; 
B = largely met the minimum requirements; 
FB = have been complied with and the procedural steps of the methodological norms. 
 The analysis of grades achieved, are the following: 
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1. Of all auditors analyzed, approximately 33% of them achieved above average grades (FB and B) and in counter, 
approx. 32% of auditors were given NS; 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Fig. 1.  The activity quality of the evaluated auditors 
 Source: Report on the evaluation of outsourcing internal audit done by the local public administrations (www.rcc.ro) 
2. A significant number of auditors have poor results, respectively 31% of CECCAR members and 28% of CAFR 
members were evaluated as NS (not satisfactory) and the NS weight  of grades obtained by the two professional groups 
is about 60% of the total marks awarded as NS. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Fig. 2. Grades obtained detailed on professional groups 
 Source: Report on the evaluation of outsourcing internal audit done by the local public administrations (www.rcc.ro) 
As shown in this conducted analysis it can be seen that there is a relatively high share of poor grades which, 
according to the report, it might explain this: 
 due to contractual clauses which clearly specifies the provision of internal audit activities, auditors conduct those 
activities based on their own judgment without complying with norms and standards in the field; 
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 public sector, the regulatory framework in the field, does not contain regulations on internal audit work outsourced 
as it is not monitored by any state authority; 
 audit reports do not identify, or identify very few irregularities and malfunctions, and offer only general 
recommendations; 
 although audit reports were prepared according to the procedures, errors of form or substance were affecting the 
mission in question; 
 lack of mechanisms for information structures in charge of monitoring the internal audit activity (UCAPI) about 
poor practices and remediation of these situations; 
 
As it may be noticed in the public sector in Romania, by outsourcing the internal audit activity is aligned with the 
potential reasons that could generate negative states during the crisis. 
 
2.2. Efficiency and effectiveness of the internal audit activity in the outsourcing system of the local public 
administration 
In the analysis of data found in the report on the evaluation of internal audit in the outsourcing system done by the 
local administrative level, we found that between 2009 - 2010 the cost of this work amounted to about 2.5 million 
Ron. But, given that the Internal Audit Reports did not bring any added value and efficiency of public funds it can be 
estimated that internal audit work carried out in the outsourced system was largely ineffective. 
This negative situation was due to the fact that internal audit work performed under a contract of service was not 
monitored by state authorities. The Ministry of Finance, as the authority responsible for assessing the internal audit, 
did not recognized this form of internal audit, which is strengthened by the entry into force in June 2012 Emergency 
Ordinance no. 26/2012 on measures to reduce public spending and strengthening financial discipline and amending 
and supplementing certain laws, which prohibit the conclusion of such contracts.    
 administration system the role of internal audit was not 
understood, and managers were limited to formal cover this work without giving importance to internal audit in 
combating the negative effects of this financial crises. 
 
3. Conclusions 
It is more than obvious that this economic crisis has had an impact on the internal audit activity, leading to the 
following conclusions: 
 public internal audit should focus more to strengthen the idea of increasing the role of  internal audit in risk 
management; 
 public internal audit was conducted at a level of low quality and his role was seen as a insignificant, but the future 
 
 the way the public internal audit in outsourced system is practiced should be regulated, if considering the good 
practice in EU member states and international standards. On this occasion it should be also considered  some basic 
criteria to establish the value of such services; 
 the importance of internal audit in the current economic environment has become increasingly large. Public Internal 
Audit has the chance not only to prevent future catastrophes like this, but to make the entities to operate more 
efficiently; 
 ly greater efforts for auditors. 
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